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Abstract
This research aims to examine direct and indirect effect of good corporate governance on corporate
performance by size as mediating variables. This research use manufacture companies which are listed
on Indonesia Stock Exchange period 2006-2010 as the samples. The sampling technique that is used
is purposive sampling Technique with specified criteria: go public manufacturing companies in period
2006-2010 which consistently publish annual report and financial reports on the website of Indonesia
Stock Exchange (IDX) or its own site; companies that have selected as the 40 companies with the largest
size.. The analysis method used is path analysis which shows the effects of each path. The results of
this research show that the good corporate governance implementation affects directly on corporate
performance as measured by Economic Value Added (EVA). It also shows that the good corporate
governance implementation affects on corporate performance by mediation of size. In other words,
size has role as mediator in the effect of good corporate governance implementation on corporate
performance.
Keywords :Good corporate governance, Corporate performance, EVA, Size
1 Introduction
Good Corporate Governance (GCG) is a series
of mechanisms that can protect minority parties
(outside investors/minority shareholders) from
expropriation by managers and controlling share-
holders (insider) with emphasis on legal mecha-
nisms [11]. Good Corporate Governance is de-
fined as a pattern of relationships, systems, and
processes used by the organs of the company
(Board of Directors, Board of Commissioners,
GMS) to provide added value to shareholders on
an ongoing basis in the long term, with due re-
gard to the interests of other stakeholders, based
on laws and norms that applies [1].
In Asia, including Indonesia, the concept of
GCG began much discussed in mid-1997, when
the crisis struck the region. Economic crisis and
financial crisis in 1997 - 1998 made the company
unable to pay debts to the bank and bonds in for-
eign currencies both principal and interest. The
impact of the crisis showed that many companies
could not survive. One of the reasons is because
the growth that was achieved was not built on
a solid foundation according to the principles of
GCG. In other words, the bad practice of GCG has
made the companies failed in facing the crisis.
The profit has always been the main focus in
assessing corporate performance [3]. But [3]
states that in assessing a corporate performance is
not enough only using accounting profit, because
profit accounting has no real meaning, unless sup-
ported by the company’s ability to produce cash.
In the 80’s, an approach was born to overcome the
weakness in assessing the corporate performance.
This approach is known as Economic Value Added
(EVA).
Stern states that EVA is not only a tool for mea-
suring a company’s financial performance, but
also a management system consisting of finan-
cial policies, procedures, methods and measure-
ments that guide the operations of a company and
strategies. [6]. EVA can be called as a tool to
measure the results obtained by the company for
the actions of the investment made which must
be able to fulfill all expenses incurred by the com-
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pany. Positive EVA indicates that the company
managed to create value for the investors because
the company is able to produce returns that ex-
ceed the cost of capital.
There are several studies on GCG has been done
both within the country, and abroad. [2] ex-
amines the relationship between corporate gov-
ernance and corporate performance. They found
that there is a significant positive relationship be-
tween corporate governance index and ROE. It
means that corporate governance implementation
affects the operational performance, but market
does not respond the implementation of corporate
governance immediately.
In contrast to the findings [2], [9] found that
the quality of corporate governance does not in-
fluence the corporate performance, both of which
are represented by profit margin, ROA, ROE and
ROI. But these findings are contrary to the find-
ings of Klapper and Love (2002) which showed
a significant positive relationship between cor-
porate governance behavior and ROA and find-
ings [2] which shows that corporate governance
is statistically significantly influence the operating
performance of companies that is represented by
ROE.
One of the benchmarks that show the size of
the company is the total assets of the company.
Total assets which indicates the size of companies
is an important factor in the formation of profit.
Total assets which are large show that the com-
pany has reached maturity stage or well estab-
lished [10]. Large firms are considered more sta-
ble so as to produce profits than small firms. In
general, companies that have relatively large to-
tal assets can operate with higher efficiency levels
than the company that total assets is low. Large
firms are considered to have reached the stage
of maturity is a picture that the company is rel-
atively stable and better able to produce profits
than small firms.
For companies that are stable can usually pre-
dict the amount of profits in the coming years due
to a very high degree of certainty of profit. Con-
versely for a company that has not been estab-
lished, most likely the profit earned has been un-
stable due to lower earnings certainty [10]. Thus,
size of the company estimated to have the influ-
ence on corporate performance [10]. According
to [7], leverage may cause the company develop
better (good performance), but it can also lead
the company to corporate deterioration (poor per-
formance) it could even result in even further on
the condition of insolvency/bankruptcy.
The research conducted by [9] and [2], [4] ex-
amined the influence of size, growth and lever-
age on company performance as measured by To-
bin’s Q. In these studies proved that the leverage
and growth have a significant relationship with
Tobin’s Q and ROA as a proxy for company per-
formance. However, growth has a negative and
significant influence on ROE, while size compa-
nies do not have a significant relationship with all
variables.
Based on the association of GCG and corporate
performance, this study sought to further investi-
gate the direct effect of GCG implementation on
corporate performance and indirect effect of GCG
implementation on corporate performance by me-
diation of size. This study develop hypothesis to
examine the relationship between variables: :
H1GCG implementation affects directly corpo-
rate performance
H2: GCG implementation affects indirectly cor-
porate performance by mediation of size
2 Methodology
The population in this research is all manufactur-
ing companies listed on IDX period 2006-2010.
The sampling technique that is used is Purposive
Sampling Technique with the aim to obtain a rep-
resentative sample in accordance with the speci-
fied criteria. The criteria used to select the sam-
ple are as follows: go public manufacturing com-
panies (Basic Industry and Chemicals, Consumer
Goods Industries and Miscellaneous Industry) in
period 2006-2010 which consistently publish an-
nual reports and financial reports on the website
of IDX; companies that have selected as 40 com-
panies with the largest size.
Based on IDX data in the period 2006-2010, the
population of manufacturing companies as many
as 438 companies, but based on the criteria of the
samples that have been presented above and after
going through the analysis of outliers, then this
research uses 34 manufacturing companies as the
samples.
Source of data used in this research were ob-
tained from annual reports and annual financial
statements of listed manufacturing companies on
IDX or www.idx.co.id in the period 2006-2010.
Variables used in this research are GCG as the
independent variable, size as mediation variable
and EVA as the dependent variable:
The analysis methods in this study are path
analysis for testing the hypothesis, descriptive
analysis, classical assumption test and good of fit-
ness test for testing the quality of data.
3 Result and Discussion
The first analysis was done to analyze the data
by using descriptive statistics which describes all
the variables of the research. The variables of this
research are variable GCG index (GCG), variable
size (Size), and variable corporate performance as
measured by EVA (Kinerja). General description
of these variables appears on the Table 2 below:
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Table 1: Operational Variables
Variables Indicators Scale
Independent
Variable: Good
Corporate
Governance
(GCG)
50 indicators
with a range of
indices 0-100
Ratio
Mediating
Variables: Size
Natural
logarithm of
total assets
Ratio
Dependent
Variable: EVA
EVA = NOPAT -
c ∗x invested
capital
Ratio
Source: IDX Secondary Data Processed (2012)
Table 2: Descriptive Statistics
N Minimum Maximum Mean Std.
Devia-
tion
GCG 34 80.00 94.00 88.2941 3.32055
Size 34 20.05 23.96 21.3979 1.04789
Kinerja 34 -1.89E6 1.43E6 -
1.8289E5
4.93509E5
Valid
N
(list-
wise)
34
Sources: SPSS Secondary Data Processed (2012)
Estimate value is standardized regression
weight and the p-value is a significant value, as
seen in the following table:
Table 3: Coefficient of Path Analysis
Estimate Direction P
GCG -> Kinerja 0.599 Positive 0.012
GCG -> Size 0.639 Positive ***
Size -> Kinerja -0.714 Negative 0.002
Source: AMOS Secondary Data Processed (2012)
By using AMOS, it can be proven through
square multiple correlations facilities which is
available in the Table 4 below:
Table 4 shows the squared multiple correlations
value of variable size is at 0.408. It means that
40.8% of the variance of dependent variable can
be explained by the independent variable size.
The remaining 59.2% is explained by other fac-
tors outside the regression model.
Based on the results of testing hypothesis 1 and
hypothesis 2, the following Table 5 summarizes
the results of hypothesis tests.
The Table 5 shows that the null hypothesis re-
jected are the hypothesis 1 and the hypothesis 2.
Acceptance or rejection of this hypothesis based
on a significance value generated by each path.
Table 4: Squared Multiple Correlations
Variable Estimate
SIZE 0.408
KINERJA 0.329
Source: AMOS Secondary Data Processed (2012)
Table 5: Summary of Hypothesis Examination Re-
sults
Hypothesis Results
1 GCG -> Kinerja H0 rejected; Ha
accepted
2 GCG -> Size ->
Kinerja
H0 rejected; Ha
accepted
Source: AMOS Secondary Data Processed (2012)
The null hypothesis is accepted if the significance
exceeds the limit of 0.05 or 5%, otherwise the
null hypothesis is rejected if the significance is less
than the limit of 0.05 or 5%. While figures esti-
mate or the regression coefficients are standard-
ized regression weight.
Figure 1: Path Analysis
Source: AMOS output (2012)
4 Conclusion and Suggestion
The result of path analysis of GCG -> Kinerja
shows that the GCG implementation has a value
of standardized regression weight for 0.599 and
significant in predicting corporate performance as
measured by EVA. The significance can be seen
from the p-value which is 0.012. Thus, this study
supports that the GCG implementation affects di-
rectly on corporate performance.
The results is supported by the use of Corpo-
rate Governance presented by the Forum for Cor-
porate Governance in Indonesia, that corporate
governance makes companies raise capital easier;
reduces cost of capital; improves business per-
formance, and improves economic performance.
The results of this study support the research con-
ducted by [2]; and Nur’ainy (2010) , but it’s in
contrast to research conducted by [9].
The result of path analysis of GCG -> Size in-
dicates that GCG implementation has a value of
standardized regression weight at 0.639 and sig-
nificant in predicting size. The significance can be
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seen in the p-value which is smaller than 0.001
(in AMOS marked ***) and smaller than the limit
that has been required, which is 0.05 or 5%.
Something similar happened to path of SIZE -
> Kinerja. Size which represented by natural
logarithm has a value of standardized regression
weight at negative 0.773 (-0.773) and significant
in predicting corporate performance as measured
by EVA. Significance can be seen from the p-value
for 0.002 is smaller the limit, i.e. 0.05 or 5%.
Therefore, this study supports that the GCG im-
plementation affects on corporate performance by
sizeâA˘Z´s intervention.
The result of path analysis of GCG -> Size indi-
cates that thereâA˘Z´s a positive effect of GCG im-
plementation on size significantly. A consistent
implementation of GCG makes the company eas-
ier to obtain debt because of a consistent GCG
able to boost the company’s image in the pub-
lic for long term [1]. Therefore, the creditors
were not afraid to lend the funds to the com-
pany. The debt are used to fund the company’s
assets are expected to increase company produc-
tivity. Whereas, the results of path analysis of
Size -> Kinerja indicates a negative effect of size
which is represented by natural logarithm on cor-
porate performance as measured by EVA. It hap-
pens because the company uses debt to fund the
company’s assets. While the greater use of debt
causes interest expense is greater. If interest ex-
pense is very large while the operating profit is
not large enough, it will raise the problem of fi-
nancial difficulties that caused the performance
decline. The results of this study contradict the
results of research Sembiring (2008) which states
that the size has positive and significant effect on
financial performance.
Conclusion
Based on the analysis and hypothesis tests, it can
be concluded that there is a direct effect of im-
plementation of Good Corporate Governance con-
sisted of transparency principle, accountability
principle, responsibility principle, independence
principle, and fairness principle (TARIF) on cor-
porate performance as measured by EVA. There
is also effect of GCG implementation consisted of
those TARIF principles on corporate performance
by intervention of size. It is at once proved that
size has a role as mediator in the effect of GCG
implementation on corporate performance.
Suggestion
GCG index in this study is made by author based
on annual report of the companies. Future re-
search is expected to use another index to rep-
resent GCG implementation, such as Corporate
Governance Perception Index (CGPI) score which
is made by Indonesian Institute for Corporate
Governance (IICG). The sample of this study us-
ing 34 companies engaged in the manufacturing
industry which has the largest total assets. There-
fore future research is expected to make obser-
vations on a larger sample by extending the ob-
served sectors.
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